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Strategic Level 
GCE – 404 Corporate Governance, Control Strategy & Ethics 

Instructions to Candidates: 

1. Time Allowed :  Reading – 15 minutes. 

   Writing - Three (3) hours. 

2. Total  : 100 Marks. 

3. This paper consists of two Parts.  

Part-1  :   Question no. 01 (Compulsory).  

Part- II :  Question no. 02 – 05 (Select any 03 questions.) 

4. Answer only four (04) questions including Question No. 01. 

5. The answers should be in English language. 

6. Begin each answer on a separate page in the answer booklet. 
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PART – I 
Compulsory 

 

 

 

 

 

 

 

QUESTION NO. 01   

 

Integrated Business System (Pvt) Limited (IBS) is one of Sri Lankan foremost private sector 

companies owned by a prominent Sri Lankan family. Mr. Thushara Fernando is the current 

chairman of the IBS group while his elder son Mr. Nihal Fernando serves as the Chief Executive 

Officer / Managing Director. The IBS has fully-owned subsidiaries which involves in 

manufacturing and exporting garments, a supermarket chain, processing and exporting fruits and 

vegetables, logistics, farming and hotel, etc. All products are manufactured under the brand name 

“IBS”. The chairman, Mr Thushara Fernando who is a fellow member of the Institute of Certified 

Management Accountants of Sri Lanka, overlooks the accounting department. The company 

secretary, Mr. Henry Guruge is a Chartered Secretary and is responsible for all secretarial works 

of the group. The other five Directors are Mrs. Suvinitha Fernando (wife), Mrs. Iranganee De Silva 

(sister), Mr. Palitha Fernando (elder brother), Mr. Niwton Fernando (younger brother) and one 

of his good friends, Mr. Michel Perera. All of the above directors are actively involved with the day 

today operational work, heading each sector as mentioned above. The chairman presented his 

vision for the next 10 years to the board of directors at the board meeting held recently and 

requested the directors to look into the avenues available to achieve it. The chairman is keen to 

develop the logistics sector of the group by considering the benefit offered by the government for 

logistics hub concept which has been introduced by the government of Sri Lanka under the 

Finance Act Commercial Hub Regulation No. 1 of 2013. He mentioned that the company must 

attract a foreign investor for 65% of the investment and balance 35% should be financed by 

domestic investors such as public. 

 

The secretary, Mr. Henry Guruge pointed out that if the company is planning to  raise funds from 

the public to fund this project, the company  should  re-look at the present composition of the 

board and  suggested to  maintain a balance of power between the Executive and Non-Executive 

directors. Mr. Henry Guruge also pointed out the importance of implementing a framework of 

corporate governance in order to attract foreign investment for this project. He also mentioned 

that the company has to gradually establish a code of best practices on corporate governance 

prior to going for the public offer. 
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However, Mr. Nihal Fernando opposed this proposal referring to a recent news item which 

appeared in a national newspaper which reported that this facility has been used wrongly and 

had imported medical waste from another country and dumped in Sri Lanka. However, the 

concerned company has totally rejected the allegation by calling a press conference, though it was 

consigned to them, they claim that the imports belong to another company and, that they were 

only allowed to process the re-exports. The chairman said that since he himself will get involved 

with this project, he can assure that the company’s interests will be safeguarded, and it will help 

to avoid such incidents.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

You are required to: 
 

 

1.1. Define the concept of corporate governance and explain why this concept is so important to 

attract foreign investors as well as domestic investors.     

      (06 Marks)                                                                          

1.2.  Explain the issue relating to the current composition of the board of directors while 

referring to the difference between executive, non-executive and independent directors.  

                                                                                                    (07 Marks) 

1.3. Explain the board balance with reference to the requirements of Code of the Best Practice 

on Corporate Governance (2017) of CMA Sri Lanka.                                                          

(06 Marks) 

1.4. Critically evaluate the chairman’s role in this company against the roles mentioned in the 

Code of Best Practice on Corporate Governance (2017) of CMA Sri Lanka.          

(08 Marks) 

1.5. Briefly explain the concept ‘Ethics’ and distinguish between consequential and non-

consequential theories on ethics under the normative branch of ethics.       

(07 Marks) 

1.6. Give your view as a consultant to the group in relation to the ethics about the recent incident 

that has taken place under Finance Act Commercial Hub Regulation No. 1 of 2013. 

                                                                        (06 Marks)  

 

[Total 40 Marks] 
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PART - II 
Answer any three (03) questions from Question No 02,03,04 & 05 

 

 

QUESTION NO. 02 

 

National Skills and Competencies Institute (NSCI) is the country’s largest state sector educational 

institution that is established to design and conduct short educational programs (usually a week 

to 2 weeks duration) aimed at improving a range of soft skills of public sector employees. Even 

the newly recruited officers from NSCI attend these programs wherever considered appropriate. 

You are an accountant attached to the internal audit division of NSCI and are required to 

recommend the application of the technique ‘Value for Money’ (VFM), in auditing the programs 

being conducted. 

 

 

 

 

 

 

 

 

 

Flexible Importers Ltd (FIL) is an import organization distributing a brand of hybrid vehicles of 

different models, the demand of which appears to be highly volatile. As per the agreement, the 

foreign supplier requires annual model wise quarterly ordering plan from FIL. The plan provides 

for flexibility to varing ordering quantities and models for a particular quarter if communicated 

one month before the commencement of that quarter. However, the company currently practices 

cycles of quarterly sales and inventory control and adopts a feedback control mechanism. 

 

 

 

 

 

 

    [Total 20 Marks]         

 

 

 

You are required to: 
 

 

2.1.  Briefly discuss the technique VFM and explain its essential components, also citing a 

specific example of application to NSCI under each such component.             

(15 marks) 

 

                  

 

You are required to: 
 

 

2.2.  Discuss and justify why adopting a feed-forward control mechanism will be more 

effective at FIL.           

(05 marks) 
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QUESTION NO. 03 

 

Reliable Finance Company (RFC) is a medium-sized, rapidly growing ‘Finance Company’ granting 

financial leases and loans, that commenced business in April 2016,  

 

RFC presently conducts majority of their business volumes in twelve outstation branches and 

apart from two branches in the Western Province, the main branch is located in their head office 

in Colombo, where most of the key management personnel are operating. 

 

Sam Perera, a marketer himself is the Managing Director/CEO and the top management of the 

company consists of the Chief Operating Officer (COO), Chief Financial Officer (CFO), Chief 

Marketing Officer and the Head of Human Resources. Every branch has a manager mostly with a 

marketing specialization, a cashier and a documentation officer. Credit evaluations and control 

are the responsibility of the branch managers. 

 

The COO makes regular outstation visits and will conduct regional meetings with the branch 

managers and evaluate marketing and financial performance.  

 

The branch managers and the branch staff are rewarded on the basis of a fixed salary, considered 

low compared to the industry, but together with an attractive monthly incentive based on the 

reported profitability and growth targets set for each branch. 

 

In early October RFC experienced a fraud at Nathtandiya branch where a marketing executive has 

recommended a large value loan to a relative of his, not adhering to proper credit guidelines, and 

the customer has left the country after obtaining the loan. During the investigations it was 

revealed that the executive had clear knowledge that the customer is leaving the country and the 

loan will be bad in the near future.  Having maintained high living standards among the branch 

staff, most of the branch staff were surprised to hear this.  Nathtandiya branch has been among 

RFCs best branches enjoying rapid growth and making substantial profit contribution to the 

company despite operating under intense competitive conditions. 
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QUESTION NO. 04 

 

Excel Sports and Leisure PLC (ESL) was established in 2010 having the vision as “creating 

opportunities, inspiring people and changing lives through sport and physical activity”. 

The chairman of ESL is Mr. Ranawaka De Silva who is a prominent figure in Sri Lankan Cricket, 

who has played for Sri Lankan team in 90’s. The board of directors of the company consists 

mostly, the former professional sportspersons. The company has established two (2) sports 

complexes in the Colombo district and another four (4) sports complexes in Galle, Kandy, 

Gampaha and Mathara districts. The management of those complexes is done by the head office 

established in the one of the sports complexes situated in central Colombo.  

 

The financial statements of the company is audited by the ABC Associates, Chartered Accountants. 

The chairman has helped the principal partner of the ABC Associates, Mr. Buwaneka Perera to 

obtain a sponsorship to his twenty years old son, Malinga Perea to participate at a two weeks 

training camp organized by the Indian government for the national level athletes from SAARC 

countries at the India Sports Academy. One of the directors Mr. Munidasa Fernando raised the 

question about this at the recent board meeting and mentioned that due to these transactions 

ABC Associates lost its independency status as the external auditor of the company. Furthermore, 

he mentioned that they have failed to report to the board any internal control weaknesses in their 

report to the management, though subsequently the internal audit department has found that 

certain frauds have taken place in the sport complex and a lost  Rs.20 Mn  during the financial 

years 2017/18 and 2018/19. He proposed that the board should seriously think to change the 

external auditor. 

 

 

 

 

 

You are required to: 

 

3.1.  Explain, as per the facts given in the above scenario in relation to RFC, the conditions 

that are present in this ‘fraud’ situation and cite two specific examples under each of the 

conditions. 

                                                                                                                   [Total 20 Marks]         
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QUESTION NO. 05 

 

You have been appointed as a consultant of corporate governance to MAT International PLC to 

develop and maintain the company’s corporate governance framework. The board of directors 

requested you to educate all members of the board on the following aspects in relation to the 

corporate governance. 

 

 

 

 

 

 

 

 

 You are required to: 

 

4.1. Describe the term ‘independence’ in relation to the external auditors of a public       

listed company and the role of the external auditors to improve the corporate 

governance of an organization.                                        

(04 Marks) 

4.2. Discuss the fundamental ethical principles that a professional accountant such as ABC 

Associates should adhere to.                                 

                  (03 Marks)  

4.3. Explain the professional and ethical issues (if any) in relation to the sponsorship 

offered by ESL to Malinga Perea.                                           

(05 Marks) 

4.4. Briefly explain the directors’ responsibility in relation to the internal control of a              

public company based on the Corporate Governance Code of UK.         

(04 Marks) 

4.5. Present your opinion about the external auditor’s responsibility on detection of a 

fraud.                             

 (04 Marks) 

              

 [Total 20 Marks] 
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-End of the Question Paper- 

You are required to: 

 

5.1. Briefly explain the historical background of enacting Sarbanes-Oxley Act of 2002    in 

the USA and the main features of this Act which is subsequently used by different 

countries to develop their corporate governance frameworks.       

(06 Marks) 

5.2. Discuss in brief the role of the board of directors.                                       

(04 Marks)                                            

5.3. Discuss the salient features of the Japanese model of corporate governance.  

                                                   (05 Marks) 

5.4. Briefly explain the salient features of the Committee of Sponsoring Organizations 

(COSO)’s Enterprise Risk Management (ERM) framework in relation to the risk 

management process of a corporate.                                                            

(05 Marks) 

                                                                            

 [Total 20 Marks]  

 

 


